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A decision is requested regarding a procedure jLacorporated in 
Department of Defense Directive 7^10.U, Regulations Governing Indus-
trial Fund Operations, dated March 13, 1967, ̂ ich generally requires 
that proceeds from the sale of scrap he deposited to the-industrial fund. 
In addition to the question of legality, the effect of the DOD procedure 
'would be to increase an industrial fund corpus without going through the 
appropriation process, particularly in any case vhere a eubstEmtial 
amount of scrap is generated under a project and sold. Since this direc­
tive has been submitted to the GAO by the DOD for approval under Section 
112(b) of the Budget and Accounting Procedures Act of 1950, an approval 
by US of this directive vould be an acceptance of this procedure. 

A decision is requested as to vhether net proceeds frc»i the sale of 
scrap should properly be credited to the iadustrial fund for disposition 
at the Fund's discretion, to a miscellaneous receipts account of the 
Ti-easury, or to the O&M or Procurement appropriation of the customer from 
yfaose materiel the scrap -was generated, vhere such credits can be identi­
fied. (The procurement appropriation vould be involved •vdiere the indus­
trial activity performed modifications, rather than repairs. See para­
graph VI.C, DOD Instruction 70iK).5, September 1, I966). 

Bgiragraph VII.F. of DOD Directive 7'«-10.l4- requires that: 

"Proceeds frcm sale of scrap shall be deposited to the 
industrial i"und vhen such property is held in the fund *** and 
shall not be deposited in the Treasury as miscellaneous receipts." 

In 31 U.S.C. U67, "Proceeds of sales of materials," it provides that: 

"All proceeds of sales of o M material, condemned stores, 
supplies, or other public property of any kind, except *** as 
provided in Section 1̂ 85 of Title 1*0, or In other law, shall be 
deposited and covered into the Treasury as miscellaneous receipts." 

etc 
The exception cited, 40 U.S.C. U85, "Proceeds from transfer, sale, 

., of property," states in part (c) "Credit to reimbursable fund or 
appropriation on certain transactions," that: 
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. . "Where, the property transferred or disposed of was acquired 
by the use of funds either not appropriated from the general fund 
or the Treasury or appropriated therefrom but by law reimbursable 
from assessment, tax, or other revenue or receipts, then the net 
proceeds of the disposition or transfer shall be credited to the 
reimbursable fund or appropriation *** provided that the proceeds 
shall be credited to miscellcmeous receipts in any case when the 
agency which determined the property to be excess shall deem it 
uneconomical, or impractical to ascertain the amount of net proceeds •'̂'̂i-''." 
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I ;'f The question is posed as to whether an industrial fund, for -v̂ ich the 
''' V̂  Corpus is appropriated purely as a revolving fund, qualifies for applica­

tion of this exception as a "reimbursable fund or appropriation" or Aether 
.i.̂ i<„ this language implies that the credit should go to the 08iM or Procurement 

eLygropriaXlon of the customer under whose project order the scrap was 
; ; v generated. 

.>' In 1952 and 1953 the General Counsel rendered decisions on three 
.' ̂  separate issues relating to the disposition of receipts to an Industrial 
^l.^j.^-^lUnd. B-II3212-O.M., dealing with Terminal Leave Compensation, held that 

"*** refunds of luap-sum leave payments of employees hired 
'•••]•' by the Rocky Moun^^-in Arsenal are now properly for deposit to the 

credit of its workjut;-capital (industrial) fund." 

i /-/V^ '^JB;li3213::O.M., "Government Property-Lost-Disposition of Payments 
h u ^ " ^ For,'"Tield that: 

"<JHHf payments received from Government employees for 
]•/•. Government property lost by them are for depositing Into the 

Treasury as miscellaneous receipts." 

B-II321U-O.M., dealing with Jury Service Fees, hela that: 

" - -:•* no legal basis for crediting such fees to the working-
capita- (inydustrial) fund is perceived." 

Thus in two of the tĥ ..;e cases it was decided that i;he industrial 
fund youlu not retain the proceeds. > 

''••i 

In â  iition to this basic question as to proper disposition of 
proceeds rom the sale of Industrial fund scrap, an opinion is also re­
quested &o to the effect which the relative magnitude of occurrence would 
•/...ve on the basic decision. The effect of retention of large sums of 

•ceeds from scrap sales within the Industrial fund could increase the 
.pus of the industrial fund and dependent upon the manner in which the 
oceeds are handled, and the uses to i^ich applied, might also contra-
-ct the basic nature of an industrial fund as a non-profit (break-even) 
'Peration. 
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P P GAO Report B-liK)389,..pf„>farch l 8 , 1966, on "Cost of Sales of Surplus 
Property and Disposition of Proceeds," i l lus tra te s the significance which 
scrap processing and sales can assume. On page I6 of the report, i t i s 
noted that the industrial fund a t the Norfolk Ifoval Shipyard, during f i s ­
cal year 1965, received 19.8 m i l l i o n pounds of scrap material (3 . I million 
of which i t owned) for processing dxiring the year, and was reii^bursed for 
the processing costs alone in t h e amount of $3^^,kO0, from proceeds of 
surplus sales deposited in the DSA. Deposit Fund Account. 

In another case, some years ago , the Navy's Fleet Rehabilitation, 
and Modernization (FRAM) program Involved removal of extensive portions 
of ships' superstructures. A l a r g e amount of scrap metal was thus generated. 
These cases Indicate that, a t t i m e s , substantial amounts of scrap and rev­
enues can be involved. 
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atMt—d. As aokvft ta your sotaKlMiiott 31 U.8.C. tiaq>f«qpSr<M All 
flT mAm et oi l asUrlal^ irnirt«Bnifl vU^^m, MviOLi**, or other 

fMihU« iiicimly «f Mgr kind t9 to* ftupotifg into the Tumui^ MI NIMMA-

ko U . s . e . ^ ^ ^ t e «MiiM<m la <io U«6.C. ^ i B ^ vMfMd la your itfnta-
«ieo i t i^pllwiilw to vorifna fliyttal Ajad* «• Inttfally •atterlatd V 
•asuaa ttd9 «f tto * M « a 8Mnnty As* «f 19^x • • waadtt t r MeUoa U 
«f tte mMmaa flaMrtlqr Aai i^iiianim «r 19^» ^ MKt* 9r9, !«r^ M M 
asir aMltaMrtaad Iqr tba fvoftaiooa of SM^ao t̂tilod 4a 10 V,s»C. £«)Qi(:̂ =̂ ^ ' 
in«a« 1MM hHU ia 39 eoip. Qmu aoTl^'a^tlN* "ttneo ow bo 00 «Mttioa 
tat Itat tkoao owklm Mfi tal ftwai i»o *tv Sair nirthiii'wihli l^sa 

tg or oMwr v«v«M|î «r x'ioHfito* vltlda tbo aMstas of tfeait 
r Sa lid 0. S.C. ^ X 3ift Vtoir ttMcoof* tk i ivooM«r«o aot tatiH ia 

|0» MMMUVO flad«U «ld«l» fvsvftdo that proosm srm Urn M I O of owySuo 
OBA MPoao ppqfmrtf aed IMa ulTapr tad 0009 tfball to a ĵpopitifll to tbt 
tadtwtrSal ftatf olMa «MAI preportr ie b i ^ ia tte iaftMrtarial Aiad« O M 

% Sw nibjtot fvoooduroo do not tiyoiMii a «taoaf» ovor 
ta offoo%» 
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lbs rolatir* aagoltud* of oocurroBco do** not •ffeet the obov* doel-
•ieo sad, ia tbis ooooMtlOB, roports oa tb« eoodltloti •xA op«ratloos of 
irarkiog-capltol foods sre ro«uiMd to b« nods oaansUj ^ tfa« Sstfstsrr / i . ^ 
of Defsass to tbs Rrssldwrt oad Coagross «s prorldod l>y 10 0,S.C. agoe(£)» -
BM sffset of rotontloo of Xsrgs suns of proesods fros sen^ sslss would 
ao doubt b« rofloetod in soeh roports. 

AttodnMBts 
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FRAÎ K H, WHTZEL 

CosqptrOUor Osnsrsl 
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